REMARKS 

OVERVIEW 

Claims 1-28 are pending in the present application. The Action raises new grounds of 
rejection. Reconsideration is respectfully requested. 



RESPONSE TO EXAMINER'S COMMENTS AT OFFICE ACTION PAGE 2 AND 
OFFICIAL NOTICE AT PAGES 6-7 

At Office Action page 2, numbered paragraphs 3-6, the Examiner comments on Applicants' 

prior arguments that the methodology of, for example. Applicants' claim 1 is different than an 

exchange-based commodity trading such as described in the reference entitled "Commodity 

Trading Manual" ("Manual") cited by the Examiner. Applicants again point to the precise 

language of Applicants' claims. Claim 1, for example, begins with a "method of facilitating the 

contracting of agricultural commodities", (emphasis added) The last subparagraph of claim 1 

provides for " generating a contract for the sale of the specific t3^e and amount of the commodity 

by the supplier to the buyer", (emphasis added) Applicants' claims must be interpreted in the 

context of Applicants' Specification. Applicants' "Field of the Invention", Applicants' 

Specification page 1, lines 20-25 specifically states : 

"The present invention relates to contracting between producers (such as 
farmers) and grain elevators, processors and end-use buyers (such as food 
companies). More particularly, though not exclusively, the present invention 
relates to method for electronically initiating and managing agricultural 
production contracts ." (emphasis added) 

The "Summary of the Invention", Applicants' Specification page 4, lines 25-33 states: 

"The method of the present invention is used by buyers and sellers to 
facilitate the contracting of agricultural commodities using a wide area distributed 
network or the Intemet." (emphasis added) 
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On page 5 of the Specification, further aspects of the invention are described: 

"A conunodity suppUer can search this data remotely through various lists or 
tables including contract types, end-buyers, varieties of crop wanted or location of 
buyers or delivery points in order to discover programs of interest. A commodity 
supplier can, from a remote location, enter data into the system relating to a 
specific type and amount of commodity which the supplier is willing to supply to 
the buyer. The svstem is capable of generating a contract for the sale and delivery 
of the specific type and amount of commodity by the supplier to the buyer." 
(emphasis added) 

As can be seen, these excerpts from Applicants* Specification match up with, for example. 
Applicants' claim 1. As discussed previously, claim 1 is addressing a methodology for improving 
upon the then-existing (at the time of the invention) costly and laborious system of trying to match 
individual suppliers with individual buyers. 

The types of examples mentioned in Applicants' Specification differ directly from an 

exchange-based commodity trading model such as the "Manual'*. See, for example, attached 

Exhibit A. See particularly the top of page 2 of Exhibit A: 

"While futures and forward contracts are both contracts to deliver an asset on a 
future date at a prearranged price, thev are different in two main respects: 

• Futures are exchange-traded, while forwards are traded over-the counter. 
Thus futures are standardized and face an exchange, while forwards are 
customized and face a non-exchange counterparty. 

• Futures are margined, while forwards are not. Thus futures have significantly 
less credit risk, and have different funding." (emphasis added) 

Consistent with the description in Exhibit A, Applicants' claim 1, for example, provides a 
methodology for allowing non-standardized , customizable , non-exchange counterparties the 
opportunity to better form such forward contracts, as one example. The evaluation of patentability 
must take place in the context of the state-of-the-art at the time of the invention. 35 U.S.C. § 103. 

The Examiner's "Official Notice" at Office Action pages 6 and 7 appears to take the 
position Applicants' claim 1 is simply an automation of an existing methodology using the Intemet. 
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The Examiner's characterization at those pages relative to Applicants' claims is respectfully 
traversed. The effective filing date of Applicants' claim 1, in the late 1990's, must be evaluated in 
the context of that time and in the context of relevant state-of-the-art to Applicants' claim 1. That 
state-of-the-art is not an exchange-based commodity trading system. Furthermore, Applicants* 
claim 1, viewed in its entirety, as well as how each of the limitations interdepend on one another, is 
not simply a automation of the then-existing state-of-the-art. 

Therefore, it is respectfully submitted that Applicants' claim 1 is distinct from the 
exchange-based commodities trading of standardized contracts or instruments as described in the 
"Manual". Additionally, for the reasons stated above and in Applicants' Specification, Applicants' 
claim 1 is not merely an automation of the then-existing state-of-the-art for forming and initiating 
these types of contracts. Applicants' claim 1, for example, has a specific set of inter-dependent 
method steps addressing the facilitation of forming contracts. There is no showing that any of the 
cited references disclose that combination of steps. There is also no showing that as of the date of 
invention of Applicants' claim 1 the steps were performed manually. 

35 U.S.C. § 103 REJECTIONS 

Claims 1-28 stand rejected based on a new combination of the Conmiodity Trading Manual 
("Manual") as primary reference with Walker U.S. Patent 5,794,207 as secondary reference. This 
rejection is respectfully traversed. 

It is respectfully submitted this combination of references does not present a prima facie 
case of obviousness of Applicants' independent claim 1. As discussed earlier herein. Applicants' 
claim 1 relates to facilitating the formation of contracts . It differs from an exchange-based trading 
of standardized financial instruments or contracts, such as described in the Manual. Therefore, 
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Applicants respectfully submit that the Office Action is incorrect in its conclusion that the Manual 
substantially discloses Applicants' claim 1. 

Walker is relied upon in combination with the Manual. However, Walker is a conditional 
purchase offer ("CPO") management system (Walker column 3, line 12). As Walker points out, its 
intent is to allow the posting of CPO's from one or more buyers and allowing a purchaser to legally 
bind the buyer by accepting the CPO. As illustrated in attached Exhibit B, a "purchase order" is an 
entirely different paradigm for a commercial transaction than an exchange-based trading system. A 
"conditional purchase order" adds the characteristic of some pre-condition (e.g. obtaining financing 
from a lender) to the "purchase order". As shown in Exhibit B, paragraph 1, a purchase order 
constitutes a legal offer to buy products or services. Compare this with Applicants' claim 1 which 
is a method of facilitating the formation of a contract. In other words, the claimed methodology 
works towards generation of a customized contract that then must be considered by both parties 
before there is a legal offer and acceptance. 

In evaluating obviousness, the claimed invention as a whole must be considered. MPEP § 
2141.02. But as importantly, the cited references must be considered in their entireties - also each 
as a whole , and "including portions that would lead away from the claimed invention". MPEP § 
2141.02(VI). 

The Manual and Walker support non-obviousness rather than obviousness. At their times, 
they each purport to represent a description of or an improvement to separate and different 
commercial transaction paradigms. As shown by Exhibit A, the Manual is an exchange-based 
trading paradigm , not a method for trying to facilitate formation of contracts between specific 
buyers and sellers. Walker is a CPO paradig m which also is different than Applicants' claim 1. 
Thus the Manual and Walker teach away from Applicants' claim 1 because they teach distinctly 

12 



different commercial transaction paradigms. They have no teaching or suggestion of combining 
with the other. Under the KSR case, the Supreme Court reaffirmed that teachings away must be 
considered in an obviousness analysis. In this context, it is respectfully submitted the cited art 
teach away from Applicants' claim 1. Also, as confirmed in KSR , it remains legally insufficient to 
conclude a claim is obvious just because each feature of a claim can be independently shown in the 
cited art. For these reasons, it is submitted Applicants' independent claim 1 is not prima facie 
obvious based on the Manual in view of Walker. 

Claims 2-12 are dependent on claim 1 and submitted to be allowable for reasons expressed 
in support of claim 1. 

Independent claim 13 is also a method claim "of facilitating and tracking the contracting of" 
and includes similar limitations to claim 1. There are also additional limitations (e.g. last 
subparagraph) not taught or suggested by the cited art in the context of claim 13. It is therefore 
respectfully submitted claim 13 is allowable over the cited art for similar reasons to that of claim 1. 
Claims 14-23 are dependent from claim 13 and submitted to be allowable for the reasons expressed 
in support of claim 13. 

Independent claim 24 is a "method of maintaining the integrity of data in a database 
system". It sets forth a specific set of methodology steps towards that end. There is no teaching or 
suggestion of such a combination seen in either the Manual or Walker. It is respectfully submitted 
a prima facie showing of obviousness of claim 24 has not been shown. 

Independent claim 25 is similar to claim 1 and submitted to be allowable for the reasons 
expressed in support of claim. 

Independent claim 26 is likewise similar to claim 1 and submitted to be allowable for the 
reasons expressed in support of claim 1. 
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Claims 27 and 28 are dependent frona claim 26 and submitted to be allowable for the 
reasons expressed in support of claim 26. 

CONCLUSION 

Reconsideration and allowance of the claims is respectfully requested. 

No fees or extensions of time are believed required for entry of this response, however, if 
any has been inadvertently overlooked, please consider this a request therefore and charge any 
required fees to Deposit Account No. 26-0084. 



MAMt D. UANSmWRkg. No 
McHEE, YOORB^^d^SE^ 
801 Grani^^rronriCSuiW^ 
Des Moines, Iowa 50309-2721 
Phone No: (515)288-3667 
Fax No: (515)288-1338 
CUSTOMER NO: 22885 
Attomeys of Record 
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Futures contract 

From Wikipedia, the free encyclopedia 

In finance, a futures contract is a standardized contract, traded on a futures exchange, to buy 
or sell a standardized quantity of a specified commodity of standardized quality (which, in 
many cases, may be such non-traditional "commodities" as foreign currencies, commercial or 
government paper [e.g., bonds], or "baskets" of corporate equity ["stock indices"] or other 
financial instruments) at a certain date in the future, at a price (the futures price) determined 
by the instantaneous equilibrium between the forces of supply and demand among competing 
buy and sell orders on the exchange at the time of the purchase or sale of the contract. The 
future date is called the delivery date or final settlement date. The official price of the futures 
contract at the end of a day's trading session on the exchange is called the settlement price for 
that day of business on the exchange. 

A futures contract gives the holder the obligation to make or take delivery under the terms of 
the contract, whereas an option grants the buyer the right, but not the obligation, to establish a 
position previously held by the seller of the option. In other words, the owner of an options 
contract may exercise the contract, but both parties of a "futures contract" must fulfill the 
contract on the settlement date. The seller delivers the underlying asset to the buyer, or, if it is a 
cash-settled futures contract, then cash is transferred from the futures trader who sustained a 
loss to the one who made a profit. To exit the commitment prior to the settlement date, the 
holder of a futures position has to offset his/her position by either selling a long position or 
buying back (covering) a short position, effectively closing out the futures position and its 
contract obligations. 

Futures contracts, or simply futures, (but not future or future contract) are exchange traded 
derivatives. The exchange's clearinghouse acts as counterparty on all contracts, sets margin 
requirements, and crucially also provides a mechanism for settlement.t^] 
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Origin 

The first recorded futures contracts were made in the Dojima Rice Exchange in Japan in the 1730s; to meet the needs of 
Samurai who - being paid in rice and after a series of bad harvests - needed a stable conversion to coin. 
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Futures vs. Forwards 

While futures and forward contracts are both contracts to deUver an asset on a future date at a prearranged price, they are 
different in two main respects: 

■ Futures are exchange-traded, while forwards are traded over-the-counter. 

Thus futures are standardized and face an exchange, while forwards are customized and face a non- 
exchange counterparty. 

■ Futures are margined, while forwards are not. 

Thus futures have significantly less credit rislc, and have different funding. 

Exchange vs, OTC 

Futures are always traded on an exchange, whereas forwards always trade over-the-counter, or can simply be a signed 
contract between two parties. 

Thus: 

■ Futures are highly standardised, being exchange-traded, whereas forwards can be unique, being over-the-counter. 

■ In the case of physical delivery, the forward contract specifies to whom to make the delivery. The counterparty for 
delivery on a fiitures contract is chosen by the clearing house. 

Margining 

For more details on this topic, see ^Margin. 

Forwards transact only when purchased and on the settlement date. Futures, on the other hand, are margined daily, every day 
to the daily spot price of a forward with the same agreed-upon delivery price and underlying asset (based on mark to market). 

The result is that forwards have higher credit risk than futures, and that funding is charged differently. 

The fact that forwards are not margined daily means that, due to movements in the price of the xmderlying asset, a large 
differential can build up between the forward's delivery price and the settlement price. 

This means that one party will incur a big loss at the time of delivery (assuming they must transact at the underlying's spot 
price to facilitate receipt/delivery). 

This in turn creates a credit risk for forwards, but not futures. More generally, the risk of a forward contract is that the 
supplier will be unable to deliver the required asset, or that the buyer will be unable to pay for it on the delivery day. 

The margining of futures eliminates much of this credit risk by forcing the holders to update daily to the price of an 
equivalent forward purchased that day. This means that there will usually be very little additional money due on the final day 
to settle the futures contract: only the final day's gain or loss, not the lifetime gain or loss. 

In addition, the daily futures-settlement failure risk is borne by an exchange, rather than an individual party, limiting credit 
risk in futures. 

Consider a futures contract with a $100 price: Let's say that on day 50, a forward with a $100 delivery price (on the same 
underlying asset as the future) costs $88. On day 51, that futures contract costs $90, This means that the mark-to-market 
would require the holder of one side of the future to pay $2 on day 51 to track the changes of the forward price ("post $2 of 
margin"). This money goes, via margin accounts, to the holder of the other side of the future. 

A forward-holder, however, would pay nothing until settlement on the final day, potentially building up a large balance; this 
may be reflected in the mark by an allowance for credit risk. So, except for tiny effects of convexity bias (due to earning or 
paying interest on margin), futures and forwards with equal delivery prices result in the same total loss or gain, but holders of 
futures experience that loss/gain in daily increments which track the forward's daily price changes, while the forward's spot 
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price converges to the settlement price. Thus, while under mark to market accounting, for both assets the gain or loss accrues 
over the holding period, for a futures this gain or loss is realized daily, while for a forward contract the gain or loss remains 
unrealized until expiry. 

Note that, due to the path dependence of funding, a fixtures contract is not, strictly speaking, a European derivative: the total 
gain or loss of the trade depends not only on the value of the underlying asset at expiry, but also on the path of prices on the 
way. This difference is generally quite small though. 

Nonconvergence 

Some exchanges tolerate 'nonconvergence', the failure of futures contracts and the value of the physical commodities they 
represent to reach the same value on 'contract settlement* day at the designated delivery points. An example of this is the 
CBOT (Chicago Board of Trade) Soft Red Winter wheat (SRW) fiitures. SRW futures have settled more than 200 apart on 
settlement day and as much as $1.00 difference between settlement days. Only a few participants holding CBOT SRW 
futures contracts are qualified by the CBOT to make or receive delivery of commodities to settle futures contracts. Therefore, 
it's impossible for almost any individual producer to 'hedge' efficiently when relying on the final settlement of a futures 
contract for SRW. The trend is the CBOT continuing to restrict those entities who can actually participate in settling contracts 
with commodity to only those that can ship or receive large quantities of railroad cars and multiple barges at a few selected 
sites. The Commodity Futures Trading Commission, which has oversight of the futures market, has made no comment as to 
why this trend is allowed to continue since economic theory and CBOT publications maintain that convergence of contracts 
with the price of the underlying commodity they represent is the basis of integrity for a futures market. It follows that the 
function of 'price discovery', the ability of the markets to discern the appropriate value of a commodity reflecting current 
conditions, is degraded in relation to the discrepancy in price and the inability of producers to enforce contracts with the 
commodities they represent, 

Standardization 

Futures contracts ensure their liquidity by being highly standardized, usually by specifying: 

■ The underlying asset or instrument. This could be anything from a barrel of crude oil to a short term interest rate. 

■ The type of settlement, either cash settlement or physical settlement. 

■ The amount and units of the underlying asset per contract. This can be the notional amount of bonds, a fixed number 
of barrels of oil, units of foreign currency, the notional amoimt of the deposit over which the short term interest rate is 
traded, etc. 

■ The currency in which the futures contract is quoted. 

■ The grade of the deliverable. In the case of bonds, this specifies which bonds can be delivered. In the case of physical 
commodities, this specifies not only the quality of the underlying goods but also the manner and location of delivery. 
For example, the NYMEX Light Sweet Crude Oil contract specifies the acceptable sulphur content and API specific 
gravity, as well as the pricing point ~ the location where delivery must be made. 

■ The delivery month. 

■ The last trading date. 

■ Other details such as the commodity tick, the minimum permissible price fluctuation. 

Margin 

To minimize credit risk to the exchange, traders must post a margin or a performance bond, typically 5%-15% of the 
contract's value. 

Margin requirements are waived or reduced in some cases for hedgers who have physical ownership of the covered 
conmiodity or spread traders who have offsetting contracts balancing the position. 

Clearing margin are financial safeguards to ensure that companies or corporations perform on their customers* open futures 
and options contracts. Clearing margins are distinct from customer margins that individual buyers and sellers of fUtures and 
options contracts are required to deposit with brokers. 

Customer margin Within the futures industry, financial guarantees required of both buyers and sellers of futures contracts 
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and sellers of options contracts to ensure fulfillment of contract obligations. Futures Commission Merchants are responsible 
for overseeing customer margin accounts. Margins are determined on the basis of market risk and contract value. Also 
referred to as performance bond margin. 

Initial margin is the money required to open a derivatives position (in futures, forex or CFDs) It is a security deposit to 
ensure that traders have sufficient funds to meet any potential loss from a trade. 

If a position involves an exchange-traded product, the amount or percentage of initial margin is set by the exchange 
concerned. 

In case of loss or if the value of the initial margin is being eroded, the broker will make a margin call in order to restore the 
amount of initial margin available. Often referred to as "variation margin", margin called for this reason is usually done on a 
daily basis, however, in times of high volatility a broker can make a margin call or calls intra-day. 

Calls for margin are usually expected to be paid and received on the same day. If not, the broker has the right to close 
sufficient positions to meet the amount called by way of margin. After the position is closed-out the client is liable for any 
resulting deficit in the client's account. 

Some US Exchanges also use the term "maintenance margin", which in effect defines by how much the value of the initial 
margin can reduce before a margin call is made. However, most non-US brokers only use the term "initial margin" and 
"variation margin". 

The Initial Margin requirement is established by the Futures exchange, in contrast to other securities Initial Margin which is 
set by the Federal Reserve in the U.S. Markets. 

A futures accoimt is marked to market daily. If the margin drops below the margin maintenance requirement established by 
the exchange listing the futures, a margin call will be issued to bring the account back up to the required level. 

Maintenance margin A set minimum margin per outstanding futures contract that a customer must maintain in his margin 
account. 

Margin-equity ratio is a term used by speculators, representing the amount of their trading capital that is being held as 
margin at any particular time. The low margin requirements of futures results in substantial leverage of the investment. 
However, the exchanges require a minimum amount that varies depending on the contract and the trader. The broker may set 
the requirement higher, but may not set it lower. A trader, of course, can set it above that, if he doesn't want to be subject to 
margin calls. 

Performance bond margin The amount of money deposited by both a buyer and seller of a futures contract or an options 
seller to ensure performance of the term of the contract. Margin in commodities is not a payment of equity or down payment 
on the commodity itself, but rather it is a security deposit. 

Return on margin (ROM) is often used to judge performance because it represents the gain or loss compared to the 
exchange's perceived risk as reflected in required margin. ROM may be calculated (realized return) / (initial margin). The 
Annualized ROM is equal to (ROM+l)(year/trade_duration) 

-1. For example if a trader earns 10% on margin in two months, 

that would be about 77% annualized. 

Settlement 

Settlement is the act of consunmiating the contract, and can be done in one of two ways, as specified per type of futures 
contract: 

■ Physical delivery - the amount specified of the underlying asset of the contract is delivered by the seller of the 
contract to the exchange, and by the exchange to the buyers of the contract. Physical delivery is common with 
commodities and bonds. In practice, it occurs only on a minority of contracts. Most are cancelled out by purchasing a 
covering position - that is, buying a contract to cancel out an earlier sale (covering a short), or selling a contract to 
liquidate an earlier purchase (covering a long). The Nymex crude futures contract uses this method of settlement upon 
expiration. 

■ Cash settlement - a cash payment is made based on the underlying reference rate, such as a short term interest rate 
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index such as Euribor, or the closing value of a stock market index. A futures contract might also opt to settle against 
an index based on trade in a related spot market. Ice Brent futures use this method. 

Expiry (or Expiration in the U.S.) is the time and the day that a particular dehvery month of a futures contract stops trading 
and the final settlement price for that contract month and year obtains. For many equity index and interest rate futures 
contracts (as well as for most equity options), this happens on the third Friday of certain trading month. On this day the 
futures contract becomes the t futures contract. For example, for most CME and CBOT contracts, at the expiration of the 
December contract, the March futures become the nearest contract. This is an exciting time for arbitrage desks, which try to 
make quick profits during the short period (perhaps 30 minutes) during which the underlying cash price and the futures price 
sometimes struggle to converge. At this moment the futures and the underlying assets are extremely liquid and any disparity 
between an index and an underlying asset is quickly traded by arbitrageurs. At this moment also, the increase in volume is 
caused by traders rolling over positions to the next contract or, in the case of equity index futures, purchasing underlying 
components of those indexes to hedge against current index positions. On the expiry date, a European equity arbitrage trading 
desk in London or Frankfurt will see positions expire in as many as eight major markets almost every half an hour. 



The situation where the price of a commodity for future delivery is higher than the spot price, or where a far future delivery 
price is higher than a nearer future delivery, is known as contango. The reverse, where the price of a conmiodity for future 
delivery is lower than the spot price, or where a far future delivery price is lower than a nearer future delivery, is known as 
backwardation. 

When the deliverable asset exists in plentiful supply, or may be freely created, then the price of a future is determined via 
arbitrage arguments. The forward price represents the expected future value of the underlying discounted at the risk free 
rate — as any deviation from the theoretical price will afford investors a riskless profit opportunity and should be arbitraged 
away; see rational pricing of futures. 

Thus, for a simple, non-dividend paying asset, the value of the future/forward, F(t)^ will be found by compounding the 
present value S(t) at time t to maturity Thy the rate of risk-free return r. 



This relationship may be modified for storage costs, dividends, dividend yields, and convenience yields. 

In a perfect market the relationship between futures and spot prices depends only on the above variables; in practice there are 
various market imperfections (transaction costs, differential borrowing and lending rates, restrictions on short selling) that 
prevent complete arbitrage. Thus, the futures price in fact veuies within arbitrage boundaries around the theoretical price. 

The above relationship, therefore, is typical for stock index futures, treasury bond futures, and futures on physical 
commodities when they are in supply (e.g. on com after the harvest). However, when the deliverable commodity is not in 
plentiful supply or when it does not yet exist, for example on wheat before the harvest or on Eurodollar Futures or Federal 
funds rate futures (in which the supposed underlying instrument is to be created upon the delivery date), the futures price 
caimot be fixed by arbitrage. In this scenario there is only one force setting the price, which is simple supply and demand for 
the future asset, as expressed by supply and demand for the futures contract. 

In a deep and liquid market, this supply and demand would be expected to balance out at a price which represents an 
unbiased expectation of the future price of the actual asset and so be given by the simple relationship 



Pricing 



F{t) = S{t) X (1 + r)^^-*> 



or, with continuous compounding 



F{t) = 5(t)e"^^-*> 
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In fact, this relationship will hold in a no-arbitrage setting when we take expectations with respect to the risk-neutral 
probability. In other words: a futures price is martingale with respect to the risk-neutral probability. 

With this pricing rule, a speculator is expected to break even when the futures market fairly prices the deliverable 

commodity. 

In a shallow and illiquid market, or in a market in which large quantities of the deliverable asset have been deliberately 
withheld from market participants (an illegal action known as cornering the market), the market clearing price for the future 
may still represent the balance beUveen supply and demand but the relationship between this price and the expected future 
price of the asset can break down. 

Futures contracts and exchanges 

There are many different kinds of futures contracts, reflecting the many different kinds of tradable assets of which they are 
derivatives. For information on futures markets in specific underlying commodity markets, follow the links. For a list of 
tradable commodities futures contracts, see List of traded commodities. 

■ Foreign exchange market 

■ Money market 

■ Bond market 

■ Equity index market 

■ Soft Conmiodities market 

Trading on commodities began in Japan in the 1 8th century with the trading of rice and silk, and similarly in Holland with 
tulip bulbs. Trading in the US began in the mid 19th century, when central grain markets were established and a marketplace 
was created for farmers to bring their commodities and sell them either for immediate delivery (also called spot or cash 
market) or for forward delivery. These forward contracts were private contracts between buyers and sellers and became the 
forerunner to today's exchange- traded futures contracts. Although contract trading began with traditional conmiodities such 
grains, meat and livestock, exchange trading has expanded to include metals, energy, currency and currency indexes, equities 
and equity indexes, government interest rates and private interest rates. 

Contracts on financial instruments was introduced in the 1970s by the Chicago Mercantile Exchange(CME) and these 
instruments became hugely successful and quickly overtook commodities futures in terms of trading volume and global 
accessibility to the markets. This innovation led to the introduction of many new futures exchanges worldwide, such as the 
London International Financial Futures Exchange in 1982 (now Euronext.liffe), Deutsche Terminborse (now Eurex) and the 
Tokyo Commodity Exchange (TOCOM). Today, there are more than 75 futures and futures options exchanges worldwide 
trading to include: 

■ CME Group (formerly CBOT and CME) ~ Currencies, Various Interest Rate derivatives (including US Bonds); 
Agricultural (Com, Soybeans, Soy Products, Wheat, Pork, Cattle, Butter, Milk); Index (Dow Jones Industrial 
Average); Metals (Gold, Silver), Index (NASDAQ, S&P, etc) 

■ ICE Futures - the International Petroleum Exchange trades energy including crude oil, heating oil, natural gas and 
unleaded gas and merged with IntercontinentalExchange(ICE)to form ICE Futures. 

- Liffe 

■ South African Futures Exchange - SAFEX 

■ Sydney Futures Exchange 

■ London Commodity Exchange - softs: grains and meats. Inactive market in Baltic Exchange shipping. 

- Tokyo Stock Exchange TSE (JGB Futures, TOPIX Futures) 

■ Tokyo Commodity Exchange TOCOM 

■ Tokyo Financial Exchange TFX (Euroyen Futures, OverNight CallRate Futures, SpotNext RepoRate Futures) 

■ Osaka Securities Exchange OSE (Nikkei Futures, RNP Futures) 

■ London Metal Exchange - metals: copper, aluminium, lead, zinc, nickel ,tin and steel 

■ New York Board of Trade - softs: cocoa, coffee, cotton, orange juice, sugar 

■ New York Mercantile Exchange - energy and metals: crude oil, gasoline, heating oil, natural gas, coal, propane, gold, 
silver, platinum, copper, aluminum and palladium 

■ Dubai Mercantile Exchange 
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■ Singapore International Monetary Exchange (SIMEX) 

■ Futures on many Single-stock futures 

Who trades futures? 

Futures traders are traditionally placed in one of two groups: hedgers, who have an interest in the underlying commodity and 
are seeking to hedge out the risk of price changes; and speculators, who seek to make a profit by predicting market moves 
and buying a commodity "on paper" for which they have no practical use. 

Hedgers typically include producers and consumers of a commodity. 

For example, in traditional commodity markets, farmers often sell futures contracts for the crops and livestock they produce 
to guarantee a certain price, making it easier for them to plan. Similarly, livestock producers often purchase futures to cover 
their feed costs, so that they can plan on a fixed cost for feed. In modem (financial) markets, "producers" of interest rate 
swaps or equity derivative products will use financial futures or equity index futures to reduce or remove the risk on the 
swap. 

The social utility of futures markets is considered to be mainly in the transfer of risk, and increase liquidity between traders 
with different risk and time preferences, from a hedger to a speculator for example. 

Options on futures 

In many cases, options are traded on futures. A put is the option to sell a futures contract, and a call is the option to buy a 
futures contract. For both, the option strike price is the specified fiitures price at which the future is traded if the option is 
exercised. See the Black-Scholes model, which is the most popular method for pricing these option contracts. 

Futures Contract Regulations 

All futures transactions in the United States are regulated by the Commodity Futures Trading Commission (CFTC), an 
independent agency of the United States government. The Commission has the right to hand out fines and other punishments 
for an individual or company who breaks any rules. Although by law the commission regulates all transactions, each 
exchange can have its own rule, and under contract can fine companies for different things or extend the fine that the CFTC 
hands out. 

The CFTC publishes weekly reports containing details of the open interest of market participants for each market- segment 
that has more than 20 participants. These reports are released every Friday (including data from the previous Tuesday) and 
contain data on open interest split by reportable and non-reportable open interest as well as commercial and non-commercial 
open interest. This type of report is referred to as 'Commitments-Of-Traders -Report, COT-Report or simply COTR 

See also 

■ List of finance topics 

■ Agriculture 

■ Freight derivatives 

■ List of traded commodities 

■ Seasonal spread trading 

■ Prediction market 

■ 1256 Contract 

Notes 

1 . Hull, John C. (2005), Options, Futures and Other Derivatives (excerpt by Fan Zhang) (6th ed.), Prentice-Hall, ISBN 
0131499084, http://fan.zhang.gl/ecref/futures 

2. ^ Henriques, D Mysterious discrepancies in grain prices baffle experts. International Herald Tribune^ March 23, 2008. Accessed 
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Futures Exchanges & Regulators 

■ Chicago Board of Trade 

■ Chicago Mercantile Exchange 

■ Commodity Futures Trading Commission 

■ National Futures Association 

■ Kansas City Board of Trade 

■ New York Board of Trade 

External links 

■ Differences Between Futures & Options by OptionTradingpedia.com 

■ Futures Educational Forum 

■ Guide to Risk in Futures Trading 

■ Man Financial : A Guide to Margins & Order Entry 
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Purchase order 

From Wikipedia, the free encyclopedia 

A purchase order (PO) is a commercial document issued by a buyer to a seller, indicating the type, quantities and agreed 
prices for products or services the seller will provide to the buyer. Sending a PO to a supplier constitutes a legal offer to buy 
products or services. Acceptance of a PO by a seller usually forms a once-off contract between the buyer and seller so no 
contract exists until the PO is accepted.t^^ 
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Structure 

POs usually specify terms of payment, incoterms for liability and freight responsibility required delivery date and 
specifications and reference or part numbers of the items to be purchased, with quantities and prices. When accepted by the 
seller, it forms an agreement between the buyer and seller. 

Rationale 

There are several reasons why companies use POs. They allow buyers to clearly and explicitly communicate their intentions 
to sellers, and to protect the seller in the event of a buyer's refusal to pay for goods or services. For example, say Alice works 
for Company A and orders some parts from Company B. There could be a problem if Alice wasn't actually authorized to 
issue this purchase order - perhaps due to a miscommunication, she mistakenly thought that she had the boss's permission to 
place the order. Once this error is discovered the order is canceled. Depending on the type of product being ordered, and at 
what stage the PO was canceled, Company B may incur manufacturing costs (labor, raw material, etc.) as well as shipping 
and packing costs. They might also lose the product entirely (for example, if it is perishable). 

In order to prevent such problems, sellers often request purchase orders from buyers. This document represents the buyer's 
intent to purchase specific quantities of product at specified prices. In the event of non-payment, the seller can use the PO as 
a legal document in a court of law to demonstrate the buyer's intent and to facilitate collection efforts. Companies usually 
request POs when doing business with other companies for orders of significant size, as the PO reduces the risks involved. 

In the course of the accounts payable process, purchase orders are matched with invoices and packing slips before the 
invoices are paid. The purchase order is a contract between the seller and buyer that details pricing, delivery and the products 
or merchandise. It is used for internal control in business so that costs are identified prior to the receipt of the invoice. It is 
also the basis to contest an invoice should the purchase order and invoice not be in agreement. 

See also 

■ Sales order 

■ Purchase Requisition 
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